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Universal Credit Inquiry: submission from Child Poverty Action Group

Introduction:

1.1.

1.2.

1.3.

1.4.

Child Poverty Action Group recognises the positive intentions behind the
proposals to simplify the social security system, increase work incentives and
tackle poverty. The system of welfare benefits is complex and poorly
administered, and this keeps take up low amongst vulnerable groups.

Although simplifying the system is attractive in principle, great caution is needed
in practice because it must respond to the complexity and variety in the lives of
claimants and their households. It is well understood that it is means-tested
benefits that introduce the greatest level of benefit complexity and also create the
unemployment and poverty traps that Universal Credit seeks to address. Another
type of complexity has arisen from the growth of a sanctions bureaucracy of
doubtful efficacy and the impact over time of incremental changes often designed
to make small spending savings, but which result in more complexity.

Whilst not a government document, it is important to recognise the origins of the
current proposals in the Centre for Social Justice publication Dynamic Benefits:
Towards welfare that works. * There are now substantial differences between the
levels of resourcing and the Marginal Deductions Rates (MDR) they suggested
would be needed to have an effective impact and those available today. The
impact will be further exacerbated by an £18 billion package of cuts to benefits
and tax credits introduced in the Budget and Spending Review which increase
both complexity and hardship. This renders the successful introduction of the
universal credit harder and costlier to achieve.

CPAG's believes that welfare reform must;

m provide a national social security system that protects all people of working
age and their families against adverse changes in their circumstances;

m enhance protection against poverty for all families and children (irrespective
of their age, status, ethnicity — and whether their parents are in or out of paid
work) and make a major contribution to the eradication of child poverty by
2020 as required by the Child Poverty Act 2010;

m provide a statutory entitlement to high quality and personally tailored support
that helps more claimants realise their aspirations to enter decent jobs;

m be sufficiently flexible to meet the diverse and ever changing needs of
claimants throughout the life cycle, responding to the complex combinations
of different factors affecting individuals and households — for example
disability, ill health, relationship breakdown, bereavement and caring
responsibilities;

m recognise that at any given time a certain proportion of the population will not
be able to work, for a variety of reasons and that it is our duty as a society to
support them;

m support policies that prevent claimants becoming excluded from the
mainstream of society; and
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m ensure couples are not disincentivised from both working and choosing the
best split of working hours between them that suits their family
responsibilities.

1.5. As they stand, the proposals constitute a fundamental weakening of important
principles underpinning social security in the UK. For example:

m Portraying social security as a ‘contract’ between those who have and those
who have not — and between tax-payers and benefit recipients - represents a
fundamental reframing of the purposes of the social security system which
ignores the fact that benefit claimants pay tax, many working tax payers
receive benefits and there is considerable and constant movement between
these two groups.

m  The rights of those in work, who pay insurance contributions for protection,
have slipped off the agenda. We are seeing those rights eroded and although
the Universal Credit does not replace contribution based benefits, time limits
placed on entitlement mean that the amounts paid in national insurance no
longer afford much protection.

m  There are dangers that a ‘putting all your eggs in one basket’ approach will
remove a range of financial safeguards for vulnerable families as and when
things go wrong — and problems invariably arise during major structural
reforms to welfare benefits provision;

m Restricting financial support to the most vulnerable groups in order to
influence market forces (for example, housing and childcare) rather than
tackling the need for better social infrastructure in these areas and ignoring
the wider socio-economic issues that are driving up costs is inequitable and
unachievable; social security was not designed as a lever for governments to
influence markets and there is scant evidence it can be used effectively for
this purpose.

m  While the provision of high quality personalised support that enables
claimants who face profound structural barriers to employment is vital, paid
work will not be appropriate for everybody at all times.

m  Conditionality has always been part of the architecture of social security since
Beveridge. But proposals to increase conditionality at a time when significant
cuts are eroding claimants’ rights, access to advice services and access to
legal aid — these agencies are experiencing severe cut backs.

2. Child poverty

2.1. A recent analysis by the Institute for Fiscal Studies (IFS) suggests that a further
300,000 children and working age parents will be lifted out of poverty in 2009-
2010 - resulting in the lowest levels of child poverty Britain has seen for over 20
years when measured before housing costs (the after housing cost figures
represent a greater and more persistent problem). > We are concerned that the
cumulative impact of radical cost-cutting policies put in place in the Budget and
the Spending Review will squander this historic achievement — and have a
disproportionate impact on the most vulnerable groups. By the time introduction
of the Universal Credit begins in 2013-2-14, the IFS predict both relative and
absolute poverty for children and working age adults will have increased. *
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2.2. The Government argues that the introduction of the universal credit could lift
350,000 children out of poverty by 2018. This potential progress is primarily
based on the Department’'s ambitious assumptions about increased take-up
levels under the new benefit. Decisions made in the process of implementing the
system, such as provision of advice serves, promotion of entittlement and setting
disregard and taper rates at the right level will all help determine if this desired
reduction in child poverty is achievable. The Department must therefore raise
its ambitions so that, rather than a hoped for reduction in child poverty, a
reduction of at least 350,000 children below the poverty line is a headline
objective that is actively pursued.

Childcare

2.3. Even during an economic boom, delivery of the childcare strategy was patchy,
with significant gaps in provision,® and variable quality, and the situation is likely
to deteriorate further during the recession. Childcare quality and availability is
particularly poor in the most disadvantaged areas. A combination of high costs,®
lack of funding,” variable quality ® and complexity in financial support for childcare
® has generated particular problems. It is particularly important to note that the
requirement that lone parents of school-age children be available to work means
they are having to rely on that part of the childcare strategy that is the least well-
developed -ie, extended schools and out of school childcare.

3. The labour market

3.1. Recent figures from the Office for National Statistics show the first quarterly fall in
the employment rate since the three months to April 2010. The figures identify a
drop in the number of people employed in the public sector while the numbers
employed in the private sector remains unchanged. *°

3.2. Work that fails to sustain families above the poverty line is a persistent and
growing problem. There are now 2.1 million children (58%) below the poverty line
in families with work. This highlights one of the most important domestic problems
facing government today: there is entrenched structural poverty that cannot
be tackled by the benefit system and must be tackled through the labour
market. As much effort must go into addressing causes of poverty in the
labour market as is being put into reforming the social security system.

3.3. Given the data that the government will hold on employees and earnings through
using PAYE to deliver Universal Credit, it will be more possible than before to
identify major employers who exploit poverty pay and the top ups made by the tax
payer. The government should commit to investigating if this will provide an
opportunity for applying levies to companies that exploit the presence of
Universal Credit wage-subsidies in this way.

4. Universal Credit: structure

4.1. The Government claims that the Universal Credit will be ‘fairer and firmer’ and
achieve the following: make work pay and improve work incentives; ‘reintroduce
culture of work’ by increasing conditionality; introduce a ‘new contract’ with
‘greater certainty and better incentives’; reduce poverty; reduce administrative
costs. The government argues that making the system simpler for claimants and
administrators will increase take-up and reduce fraud and error.
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4.2. Although moves to ensure that everybody is ‘better-off’ in work are welcome, we
do not think that the universal credit is sufficient to reverse an upward trend in in-
work poverty that took place during a time of economic prosperity and rising
employment. **

4.3. Reducing the marginal deduction rate (MDR) is welcome. However, it remains
higher than originally envisaged as necessary in the work of the Centre for Social
Justice, which proposed a maximum MDR of 55%. In Dynamic Benefits — and is
much higher than the 50% tax rate imposed on the highest earners in the UK.
This is unfair, especially given many claimants currently had MDRs below the
65% and 76% levels planned for Universal Credit, so will see their own MDR rise.

4.4. The universal credit will not remove barriers to employment such as lack of
suitable jobs, lack of family-friendly working, discrimination in the workplace, lack
of childcare or inadequate transport.

4.5. The new system includes a number of elements that may increase barriers to
employment. For example:

m  Work incentives have been made much worse by the benefit cuts announced
in the Budget and Spending Review which have their biggest impact on
working families with children. These include cuts to Housing Benefit, tax
credits, childcare support, Child Benefit and Council Tax Benefit.

= An apparent incentive encouraging second earners to give up their jobs or
reduce their hours will render it more difficult to access employment if a
relationship breaks down and they become lone parents; and it will be more
difficult for couples to enhance their total earnings and make decisions that fit
their personal circumstances on how to balance each others hours and share
of childcare.

m  Although the costs of school meals generate barriers to employment, it is by
no means clear what will happen to free school meals under the new system.

m  Access to affordable, high quality childcare is an essential pre-requisite and
constitutes the most effective incentive for lone parents to move into and
retain employment.*? Cuts in support for childcare will render it much more
difficult for lone parents to seek work.

4.6. The universal credit also erodes some important principles, including the idea of
an independent income for individuals within couples, even though research on
child benefit and carer’s allowance shows how targeting additional resources into
the mother/carer’s purse is vital to contain poverty and enhance wellbeing of
children. =

5. Support rights and sanctions bureaucracy

5.1. Our concerns about proposals to extend conditionality are twofold: firstly, there is
scant evidence of efficacy in regard to both sustained work outcomes and poverty
reduction for the extent and manner in which conditionality is applied in the
system; secondly, evidence shows sanctions are poorly understood, can increase
poverty, worsen health and are disproportionately applied to vulnerable groups.

5.2. Research in the US suggests that while stringent sanctions are associated with a
(potentially short-term) drop in the claimant count, this may be due to people
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5.3.

5.4.

5.5.

5.6.

5.7.
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dropping out of the system completely rather than moving into work. ** The
evidence also suggests that the imposition of sanctions on families can have a
profoundly negative impact on the health and wellbeing of children. **> A more
recent summary of research findings identifies an ongoing ‘gulf between the
rhetoric and the evidence for the effects of sanctions on welfare reform’. *
Research findings also suggest that benefit sanctions are often ineffective and
have a disproportionate impact on the must vulnerable claimants.*’ A report from
CPAG reviewing ‘welfare reforms’ introduced in the US in 1996 found that tough
work conditions do not necessarily achieve a high employment rate, that
increasing employment does not necessarily reduce child poverty, and that
benefit sanctions have an impact on the most vulnerable groups.’*®

The costs of administering extensions to sanctions bureaucracy will increase both
the administrative burden and costs of introducing the universal credit, and this
will further deplete the resources needed to provide high quality personalised
support.

The ongoing focus on a sanctions bureaucracy and the continual framing of
debate in terms of ‘carrots versus sticks’ contradicts decades of research by
psychologists and behavioural scientists on motivation. It also contravenes a view
that has been learned on the ground by private and voluntary sector
organisations providing welfare to work services. As the head of one of the
leading companies contracted to provide welfare to work services told us: ‘You
can mandate a jobseeker through the door, but after that they must become a
voluntary jobseeker’.

While recognising a role for conditionality in the system, the fixation on carrot and
stick approaches and top-down sanctions impedes delivery of sustained job
outcomes. The evidence base suggests that intrinsic, rather than extrinsic, forms
of motivation tend to be most effective. Respected fields of research and practice,
such as Self Determination Theory (SDT)* which have been taken up widely and
successfully in areas such as healthcare, education, fitness training, addiction
recovery and support for relationships should be used to inform the development
of the Work Programme.

The positive intent behind the proposed contract with claimants is fully accepted;
however we are not convinced of the proposal in its current form and urge great
caution and very careful design. Claimants’ engagement, rather than just
compliance, is essential to achieving work-related progress and sustained work
outcomes. The legislation should provide a statutory entitlement to high
quality and personally-tailored support and much greater effort should be
put into the positive marketing of services, including peer-to-peer
marketing.

We also recommend that the Department pilot innovative and evidence based
approaches that give greater autonomy to claimants and nurture self-directed
behaviour. This might, for example, involved replacing the rigid, top-down
sanctions, with personal budgets, similar to those being used for disability
payments. A claimant could, with the support of a personal adviser, commission
their own work programme services from a choice of public, private and voluntary
providers. Our discussion with private and voluntary sector providers has
encouraged us to think there would be interest in the piloting of innovative and
evidence-based forms of approach.
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5.8. Persisting with the expansion of an expensive sanctions bureaucracy with

5.9.

scant evidence of efficacy without even trialling other evidence-based
approaches represents poor value for tax payers and is failing to move as
many people into work as should be possible.

Research from the DWP on workfare programmes in the United States, Canada
and Australia found little evidence that workfare increases the likelihood of finding
work, and is least effective in getting people into jobs in weak labour markets
where unemployment is high. ?° We believe that opportunities to engage in
work experience should be provided as an entitlement and positively
marketed. In no situation should there be mandatory work without pay as
there is evidence it may be counter-productive and it damages perceptions
about being better off in work.

6. Simplification and wider welfare system

6.1.

6.2.

6.3.

6.4.

6.5.

6.6.

Complexity — and poor administration - is a major problem. However, there are
aspects of the proposals that have so far failed to explain how particular needs of
certain groups will be met; and there are other dangers that the new system will
create new forms of complexity of its own.

How carers fit into the system remains unanswered. We support the proposal
from the Centre for Social Justice that support for carers should be increased. We
believe that it is vital to retain provision for payment of the couple rate of the
carer’s and severe disability premiums.

Moving to a system of local council tax benefit schemes will complicate the
calculations and create ‘postcode lottery’ problems. It will compromise the aim of
making the financial gain from taking up employment more transparent to
claimants and easier to calculate.

The form of provision of financial support for childcare under the new system
and the principles that underpin it are as yet unknown. Access to affordable
childcare is in many cases at least as significant as taper rates and earnings
disregards for real and perceived work incentives and is often the make or break
factor for entering and retaining work. The cuts announced to the maximum
childcare costs payable through working tax credit must be reversed and must
not be carried into the new system if access to childcare is not to become a
greater barrier than it already is.

It remains unknown how the system will deal with the self-employed. In contrast
to employees, who will be covered by the PAYE ‘real time’ system, the self-
employed will presumably remain subject to the onerous and complex reporting
requirements which currently apply, and which undoubtedly act as disincentive to
take up self-employment.

Parts of the Social Fund — an essential safety net for many vulnerable claimants
who find themselves in the most difficult circumstances — will be subsumed into
the Universal Credit. The restriction of budgeting loans to advances of benefit
represents a major cut in provision and the devolution of community care grants
and crisis loans to cash strapped local authorities could leave some claimants
effectively destitute.
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6.7.

6.8.

6.9.

6.10.

6.11.
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Replacement of the current system by Universal Credit will mean the loss
indicators in the system that are used for passported benefits. This is a
dangerous recipe for form filling, complexities, ‘cliff edges’ and erosion of
entitlement in areas like access to health benefits and free school meals.

We are strongly opposed to the possible replacement of hardship payments by
loans and limiting the circumstances in which they would be paid. This will result
in long term lowering of benefit claimants incomes for those affected while loans
are recovered, leaving their children in a sustained period of exceptional poverty.

Moves to monthly payments and the possible loss of payment via post offices
could generate weeks of considerable hardship and reduce take-up. This, and the
extension of income support capital limits to those already in paid work extends
monthly means-testing to a much wider group than anticipated and may act in
itself as a work disincentive.

Overpayments have always provided additional complexity for claimants and
bureaucratic costs under the current system. The Department appears confident
that the extent of overpayments will be massively reduced under the new system.
Given this confidence, we recommend that there should either be no
overpayment recovery, or a significant level up to which overpayments are
disregarded and not recovered for the Universal Credit. It would allow for a
significant amount of costly bureaucracy and complexity for both the
Department and claimants to be swept aside.

Support from a range of different sources currently provides some protection to
claimants when administrative error or poor decision generates delays.
Combining all support into one system presents a greater hazard when errors are
made that result in delayed or reduced payments, incorrect decisions and
appeals. The Department must design into the system swift and sufficient
provision of emergency support and must guarantee a maximum time for the
appeals process with quality guarantees.

7. Consultation, design and implementation

7.1.

7.2.

7.3.

We are concerned that the introduction of the universal credit was announced the
same day the 21% Century Welfare consultation ended (within which Universal
Credit was only one option). There has been no consultation on the Universal
Credit and there is very poor public knowledge of the proposals, so we believe
the speed at which a reform, which ministers describe as the greatest change
since Beveridge, is too fast with too little consultation and public engagement.

Given that this ambitious programme of reform has implications for many millions
of people, we urge the Committee to highlight the importance of sufficient time
and sufficient information for very thorough parliamentary scrutiny. Draft
regulations in key areas must be provided in advance of bill committee sessions
in both houses of parliament.

The involvement of the Social Security Advisory Committee (SSAC) — the main
UK advisory body on social security matters — is vital. The 6 month rule by which
the SSAC is not consulted on regulations made within 6 months of the enactment
of parent legislation should not be applied in the case of this bill.
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Transition to the Universal Credit will follow staff cuts in DWP and HMRC, and
funding cuts for independent advice services and legal aid. This may prevent the
new system being delivered effectively, and may prevent people getting the
information they need to access their entitlement.

A new IT programme is already being put in place to administer an amalgamated
Work Programme and interactions and transfers between existing systems (which
may, or may not, be functioning effectively) and two new systems may generate
problems. Two reports from the Ombudsman identified a raft of problems with the
design and delivery of the tax credits, and problems with the IT system, and these
should be taken on board when rolling out the universal credit ?* In particular
lessons about requisite training and dangers of IT failure must be taken into
account.

8. Conclusion

8.1.

8.2.

8.3.

8.4.

8.5.

8.6.

8.7.

8.8.

8.9.

8.10.

While supporting the core aims of simplicity and increased work incentives, we
are extremely concerned that the Government is embarking on such an ambitious
and potentially risky programme of reform in such haste in the context of
extensive cuts in support for families, service cuts and a contracting labour
market.

The reforms must not be used to pare back social security, but to strengthen it.
Whilst simplicity is desirable, it is not paramount if it means in future we may lose
important support for particular groups, or the benefits of universalism within the
system.

Reducing national insurance benefits also removes entitlements to independent
income for women — e.g. the reduction of contributory ESA to one year and the
consideration being given to folding carers benefits into Universal Credit.

Any benefit that seeks to replicate all the pre-existing tests of entittlement based
on work, health and caring requirements will not be simple.

Universal Credit means more means-testing — it spreads monthly assessments to
those in work, more onerous reporting requirements and new capital rules to
those who currently experience ‘means-testing light’ through tax credits.

We have serious doubts the real time computer system will work — the road to
previous DWP and HMRC IT projects were paved with equally good intentions.

As currently outlined, it looks likely to trap more mothers in low-hours, low-paid
work and discourages partners from working — this is undesirable as it prevents
families in future from staying out of poverty.

Poverty traps are inherent to this type of means-test — and without sufficient
investment, marginal deduction rates will not be much improved for some groups.

Key decisions have yet to be taken — chief amongst these is whether Universal
Credit will continue to be paid (as child benefit and tax credits are now) to the
main carer, including childcare costs.

The proposals are severely reduced in effectiveness, including any reductions in
child poverty, by the cuts which will precede them and which will seriously
damage work incentives and cause predicted rises in child poverty. The stated
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ambition to make inroads into child poverty rates could be thwarted and there is
now a real risk that the introduction of Universal Credit can only hope to reduce
poverty rates back to the pre-cuts level.

About CPAG

CPAG promotes action for the prevention and relief of poverty among children and
families with children. To achieve this, CPAG aims to raise awareness of the causes,
extent, nature and impact of poverty, and strategies for its eradication and
prevention; bring about positive policy changes for families with children in poverty;
and enable those eligible for income maintenance to have access to their full
entitlement. If you are not already supporting us, please consider making a donation,
or ask for details of our membership schemes, training courses and publications.
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J Griggs and M Evans, A review of benefit sanctions, (Joseph Rowntree Foundation,
2010)
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related requirements within the benefit systems of different countries, (Dan Fister and
Rosie Gloser, DWP Research Report 632, 2009-2010); The effects of benefit sanctions
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HMRC in the first two years following its introduction, and made twelve recommendations
which were intended to help relieve some of those consequences and promote a more
customer-focused approach.” Although HMRC made a humber of improvements to the
administration of the tax credits system, the Ombudsman published a second report - Tax
credits: Getting it wrong (5th Report—Session 2006-2007, The House of Commons, 8th
October 2007 - http://www.ombudsman.org.uk/improving-public-service/reports-and-
consultations/reports/parliamentary/tax-credits-getting-it-wrong/3) which makes six
recommendations, which highlighted the need for ‘clear and comprehensive guidance for
Tax Credit Office staff’ and ‘training’.
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